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Global Banking Industry On An Uptrend; Yet
Monetary Policy Risks Remain

KEY TAKEAWAYS
Wholesale credit demand
growth remains tepid,
especially in emerging
economies, but there are
early signs of a recovery.
Net interest margins have
improved, as banks have
been able to limit the rise in
their cost of funds even as
lending rates have trended
higher.

The global banking industry outlook has improved appreciably in recent quarters. With the scaling
back of quantitative easing programs in most developed countries, the risk of negative interest rates
has nearly disappeared. Rising income levels and average home prices continue to support consumer
credit demand in most major markets. Wholesale credit demand growth remains tepid, especially in
emerging economies, but there are early signs of a recovery. Net interest margins have improved, as
banks have been able to limit the rise in their cost of funds even as lending rates have trended higher.
Helped by the buoyant asset markets as well as increased merger and acquisition activity, trading
and fee incomes have also expanded for most large banks. Nevertheless, uncertainties about future
monetary policy direction as inflation risks rise with the strengthening economy could increase earnings
risk for the banking industry.
Investors across most major markets were attracted to banking and financials stocks in 2017, and
the trend has continued at the start of this year as well. Banks are now well accustomed to tighter
regulatory controls, a major headwind for global banks after the 2008 financial crisis. Provisions for
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financial penalties related to past misconduct have steadily come down, and should end for most
banks in the near term. In select countries, such as the U.S., the prospect of a lighter regulatory regime
and lower compliance costs remain. Their balance sheets are in far better shape, with relatively
healthy capital ratios and reserves.

Uncertainties about
monetary policy direction
in the U.S., and to a lesser
extent in the Eurozone, are
likely to be a major risk for
the banking industry this
year. Aggregate economic
growth has been stronger
than expected, though
wage growth and inflation
remain tepid.

In recent quarters, earnings growth for banks and financial services companies have been on an
uptrend. Banks across most regions have reported healthy earnings expansion. In the developed
markets, margins have improved as interest rates have started hardening gradually. As the developed
economies are in good shape, with high consumer confidence, banks are able to lift their lending rates
while at the same time keep their cost of funds under control. Their fee incomes have also increased,
compared to recent years. Though many banks continue to face challenges in trading operations,
increased mergers and acquisitions as well as other transactions have lifted their fee income. Even
Italian banks, laggards when compared to their regional peers, have started increasing dividend
payouts.
Uncertainties about monetary policy direction in the U.S., and to a lesser extent in the Eurozone, are
likely to be a major risk for the banking industry this year. Aggregate economic growth has been
stronger than expected, though wage growth and inflation remain tepid. However, further tightening
of the labor market could accelerate wage gains and lift inflation risks. Additional fiscal spending,
which is more likely in the U.S. than Europe, could worsen this risk, despite the positive effect on
short-term growth. In that scenario, the U.S. Federal Reserve would likely be forced to accelerate
rate hikes and lighten its balance sheet earlier than currently expected. The European Central Bank
has repeatedly emphasized its reluctance to hike its benchmark rate before the second quarter
of 2019. Nevertheless, negative inflation surprises could test that commitment. The Bank of Japan is
likely to continue its quantitative easing measures as current inflation is farthest from target in Japan,
compared to other developed countries.
In emerging countries, credit demand appears to be brightening with improving economic growth.
Most major banks remain confident about continued gains in consumer lending. The growing
popularity of financial assets, as against physical assets such as real estate, and insurance products in
emerging countries is helping banks boost their income from financial services. Most central banks are
expected to hold their benchmark rates stable, or implement modest rate hikes, which should help
interest margins. Banks in several emerging countries have seen a spike in loan losses in recent years,
as several industries hit cyclical troughs. This pressure on the bottom line should ease in the coming
quarters, as most of the economies have turned the corner.
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Are You Positioned for a World of Opportunities?
THE THOMAS WHITE DIFFERENCE
Thomas White International manages $1.7 billion in assets across multiple global, international and
domestic equity mandates. The diverse client base spans public, corporate, endowment, TaftHartley, and separately managed account platforms.

“Our strategy is to
seek smoother, more
consistent returns by
stressing excellent
local stock selection as
opposed to betting on
major country and
sector moves.
To succeed in this
approach, we have
built an exceptional
global research team
that uses our proprietary
techniques to identify
the most attractive
stocks in each of the
major regions of the
world. This in effect is
our trump card.”
—Thomas S. White, Jr.,
Portfolio Manager

We use Proprietary Research. At Thomas White, we value international stocks within distinct valuation
groups based on region, industry, sector, or country, which provide us with an extensive range of
investment opportunities.
Our investment process differs from the crowd. Our approach to valuing common stocks combines
the execution of thorough historical studies, with the application of in-depth fundamental securities
analysis. Valuing global stocks in nearly 50 countries, this industry-based stock selection process
employs tailor-made valuation frameworks refined and tested over the 40-year history of the Thomas
White organization and its predecessors.
Our veteran analysts on average have more than seventeen years of experience working together
as a team. Our research and analysis is generated by our professionals, both in Chicago and in our
Asia office in Bangalore, India, most of whom have spent their entire careers at Thomas White.
Our investment approach seeks to benefit from buying undervalued stocks and selling them when
they return to fair value. Our analysts find that investors tend to overvalue a company against its
industry peers when the intermediate business environment is favorable, producing strong earnings
growth and then undervalue a company when the environment depresses its business outlook. This
pattern is a reflection of human behavior — it occurs in every industry and country around the world.
It is this phenomenon that explains a stock’s wide price swings above and below its intrinsic value
as a business.
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